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To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  Northern  Montana  College  as 
of  June  30,  1974,  and  the  related  statements  of  operations  listed  in  the 
table  of  contents  of  this  report  for  the  year  then  ended.   Our  examina- 
tion was  made  in  accordance  with  generally  accepted  auditing  standards 
and  with  the  audit  requirements  set  forth  in  the  applicable  audit  guides 
issued  by  the  Department  of  Health,  Education  and  Welfare  for  Audits  of 
National  Direct  Student  Loan  Programs,  Economic  Opportunity  Grants,  and 
College  Work  Study  Programs,  and  accordingly  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances. 

The  college  has  included  account  balances  and  account  activity  in 
agency  funds  which  should  be  included  in  the  restricted  and  unrestricted 
current  fund  in  order  to  conform  with  generally  accepted  accounting 
principles.   If  these  balances  and  activity  were  recorded  in  current 
funds,  agency  funds  assets  would  be  decreased  by  $172,818,  agency  funds 
income  would  be  decreased  by  $194,997,  and  agency  funds  expenditures 
would  be  decreased  by  $188,896.   Current  funds  would  be  affected  as 
noted  on  page  14  of  this  report. 
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The  college  has  not  prepared  statements  of  changes  in  fund  balances 
as  part  of  their  financial  statements  or  prepared  footnotes  to  pre  vide 
adequate  financial  statement  disclosure  as  discussed  on  page  15  of  this 
report.   Additionally,  the  college  has  not  provided  for  bad  debt  expense 
as  discussed  on  page  30,  and  unearned  receivables  were  inappropriately 
reported  as  discussed  on  page  30. 

In  our  opinion,  except  for  the  items  noted  in  the  preceding  para- 
graphs, the  aforementioned  financial  statements  present  fairly  the 
financial  position  of  Northern  Montana  College  at  June  30,  1974,  and  the 
results  of  its  operations  for  the  year  then  ended  in  conformity  with 
generally  accepted  accounting  principles  applied  on  a  basis  consistent 
with  that  of  the  preceding  year. 

Respectfully  submitted. 


Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 


February  21,  1975 
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COMMENTS 
GENERAL 

Northern  Montana  College  was  established  at  Havre  by  the  Thirteenth 
Legislative  Assembly  in  1913.   It  was  initially  called  Northern  Montana 
Agricultural  and  Manual  Training  School.   No  money  was  appropriated  for 
the  operation  of  the  college  until  1929  and  the  college  officially 
opened  that  September  with  an  enrollment  of  eighty  students.   In  1932 
the  college  moved  from  the  Junior  High  School  to  its  present  campus 
location  on  the  southern  edge  of  Havre. 

Northern  Montana  College  is  a  co-educational  institution  and  one  of 
the  six  units  of  the  Montana  University  System.   Northern  offers  course- 
work  leading  to  teaching  certificates  in  elementary  education,  secondary 
education,  and  vocational-technical  education.   Master  of  Science  degrees 
are  awarded  in  elementary  and  vocational-technical  education;  Bachelor 
of  Science  degrees  are  awarded  in  elementary,  secondary  and  vocational- 
technical  education;  the  Bachelor  of  Arts  degrees  are  awarded  in  English 
and  history;  and  associate  degrees  are  awarded  in  engineering  technology, 
nursing,  arts,  and  science. 

The  college  is  under  the  general  control  and  supervision  of  the 
eight-member  Board  of  Regents  of  Higher  Education.   A  three-member  local 
executive  advisory  board  is  appointed  by  the  governor. 

The  college  is  financed  primarily  by  appropriations  from  the  General 
Fund,  the  University  Millage  account  and  the  student  fee  earmarked 
revenue  account.   Revenue  is  also  generated  from  Federal  grants,  private 
gifts  and  grants,  and  auxiliary  enterprise  operations.   Specifically, 
appropriated  funds  for  fiscal  year  1973-74  were  $2,036,906,  and  funds 
received  from  other  sources  were  $813,248. 
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CONSTITUTIONAL  STATUS 

Throughout  our  examinations  of  the  various  units  of  the  university 
system  the  question  of  university  autonomy  has  arisen.   Basically,  the 
question  of  autonomy  pertains  to  the  extent  to  which  the  units  of  the 
university  system  are  subject  to  the  actions  of  the  legislature.   This 
topic  has  previously  been  discussed  in  legislative  audit  reports  per- 
taining to  other  university  units  (Western  Montana  College,  November, 
1974;  Montana  College  of  Mineral  Science  and  Technology,  November,  1974; 
and  University  of  Montana,  June,  1975).   Comments  made  in  those  reports 
are  also  applicable  to  Northern  Montana  College. 
COLLEGE  ACCOUNTING  AND  THE  STATEWIDE  BUDGETING  AND  ACCOUNTING  SYSTEM 

The  Department  of  Administration  has  developed  the  Statewide  Budget- 
ing and  Accounting  System  (SBAS)  which  is  presently  the  required  accounting 
system  for  all  state  agencies  except  the  university  system.   Due  to  the 
variety  of  funding  sources  available  to  universities  and  outside  limita- 
tions imposed  on  the  use  of  some  funds,  present  accounting  needs  of 
universities  vary  somewhat  from  the  needs  of  other  governmental  organi- 
zations.  The  American  Council  on  Education  (ACE)  has  recommended  a  fund 
accounting  system  for  colleges  and  universities.  College  and  University  Business 
Administration,  1974,  referred  to  as  "CUBA."  This  system  incorporates 
recommendations  of  the  American  Institute  of  Certified  Public  Accountants 
(AICPA)  and  the  joint  accounting  group  (JAG).   Many  colleges  and  uni- 
versities have  implemented  the  system  recommended  by  the  ACE  and  near 
universal  use  of  its  system  is  anticipated. 

Although  the  accounting  system  used  by  the  college  was  intended  to 
conform  with  the  fund  accounting  system  recommended  by  ACE,  it  is  primarily 
a  hand  kept  system  with  the  inherent  disadvantages  of  hand  posting 
transactions  and  manual  accumulation  of  data  for  the  preparation  of 
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periodic  reports.   Business  office  policy  is  to  prepare  monthly  financial 
statements  which  are  distributed  to  the  various  management  personnel. 
In  addition,  a  department  budget  status  report  is  prepared  periodically 
for  use  in  planning  department  programs. 

Because  preparing  these  monthly  reports  manually  is  time-consuming, 
regular  monthly  and  year-end  duties  have  not  permitted  these  periodic 
reports  to  be  consistently  prepared  in  a  timely  manner.   For  example, 
month-end  reports  for  July,  August,  September  and  October,  197A,  had  not 
been  prepared  as  of  November  1,  1974. 

The  reports  are  most  useful  when  they  are  available  immediately 
after  the  end  of  the  period  to  which  they  apply.   The  need  for  these 
reports  is  indicated  by  the  fact  that  they  had  been  requested  by  the 
manager  of  the  student  union  food  service,  snack  bar  and  bookstore,  and 
that  during  this  period  certain  departments  used  business  office  records 
to  prepare  their  own  budget  information.   These  reports  are  essential 
for  the  various  college  management  groups  to  perform  their  functions 
well. 

The  monthly  financial  statements  would  be  prepared  automatically  if 
the  college's  records  were  kept  on  an  automated  system  such  as  SBAS . 
Additionally,  inconsistencies  between  the  college's  accounting  and 
reporting  and  generally  accepted  standards  (see  page  15)  could  be  elimi- 
nated in  a  uniform  accounting  and  reporting  system  designed  for  the 
university  system. 

The  need  for  SBAS  or  other  methods  of  providing  a  uniform  system  of 
accounting  for  university  units  is  also  discussed  in  other  recent  legis- 
lative audit  reports  on  the  university  system.   The  discussion  in  these 
reports  is  applicable  to  Northern  Montana  College  and  the  recommendation 
is  repeated  here. 
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RECOMMENDATION 

We  recommend  that  representatives  of  the  university  system  work 
with  the  Department  of  Administration  to  develop  an  accounting 
system  to  satisfy  legislative  and  university  requirements. 

DEPOSIT  AND  INVESTMENT  OF  COLLEGE  MONEYS 

The  college  maintained  investments  with  both  local  banks  and  the 
state's  Board  of  Investments  during  fiscal  year  1973-74.   The  invest- 
ments held  locally  at  June  30,  1974,  were  in  the  form  of  time  deposits 
amounting  to  $83,700. 

The  money  was  pooled  from  the  student  loan  funds,  fees  and  collec- 
tions not  deposited  in  the  state  treasury,  auxiliary  enterprise  revenues, 
and  agency  funds.    The  college  has  not  effectively  invested  these 
moneys.   Checking  account  balances,  which  ranged  from  $205,000  to  $675,000 
during  the  fiscal  year  1973-74,  provide  evidence  of  this  fact.   These 
high  cash  balances  were  not  necessary  for  the  day-to-day  operation  of 
the  college.  As  a  result,  interest  income  was  lost  on  the  excess  demand 
account  balances.   Local  college  investments  earned  an  average  of  5.5% 
interest.   On  the  other  hand,  deposits  in  the  State  Board  of  Investments 
short-term  investment  pool  (STIP)  yielded  an  average  of  8.83%.   That 
being  the  case,  from  a  good  business  standpoint  the  college  should  use 
the  Board  of  Investments  program  to  invest  their  local  funds. 

Article  VIII,  Section  13,  of  the  Montana  Constitution,  stipulates 
that  the  legislature  shall  provide  for  a  unified  investment  program  for 
public  funds.   Article  X,  Section  10,  provides  that  the  various  funds  of 
the  Montana  university  system  shall  be  invested  under  such  regulations 
as  may  be  provided  by  law.   Section  82A-204,  R.C.M.  1947,  provides  that 
the  Board  of  Investments  has  the  sole  authority  to  invest  state  funds 
and  that  no  other  agency  may  invest  state  funds.   The  Attorney  General 


■6- 


held  in  36  Opinions  of  the  Attorney  General,  No.  2,  dated  January  31, 
1975,  that  the  provisions  of  state  law  requiring  investment  of  college 
moneys  by  the  Board  of  Investments  (Sections  79-308  and  82A-20A,  R.C.M. 
1947)  are  applicable  to  the  Board  of  Regents  of  Higher  Education  and  the 
separate  units  of  the  Montana  university  system.   Consequently,  the 
college  is  required  to  use  the  Board  of  Investments. 

Deposit  of  all  college  moneys  with  the  state  treasurer  would  not 
only  aid  in  developing  the  uniform  statewide  university  accounting 
system  discussed  previously,  but  would  also  facilitate  the  investment  of 
college  moneys  by  the  Board  of  Investments. 

RECOMMEWATIOIl 

Ve  veoommend  that  the  college: 

1.  Deposit  all  moneys  in  the  state  treasury. 

2.  Utilize  the  investment  services  of  the  Board  of 
Investments. 

ACCOUNTING  PROCEDURES 

The  accounting  profession  has  established  principles  of  accounting 
designed  to  make  college  and  university  financial  statements  present 
fairly  the  results  of  the  college's  activities  and  its  account  balances. 
Specific  instances  where  generally  accepted  accounting  principles  were 
not  followed  are  discussed  here.   Additionally,  we  have  described  below 
improvements  which  should  be  made  in  the  college's  operating  procedures. 
Administrative  Charges 

The  business  office  is  funded  by  the  institutional  support  program 
to  provide  accounting  services  for  the  remainder  of  the  appropriated 
programs.   In  addition,  the  business  office  provides  accounting  services 
for  various  federal  programs,  auxiliary  enterprises,  and  the  agency 
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funds.   The  cost  of  accounting  services  should  be  allocated  to  auxiliary 
enterprises  and  any  other  activities  not  reported  under  the  major  caption, 
"Educational  and  General." 

Administrative  costs,  which  include  accounting  services  and  jani- 
torial services,  have  been  charged  to  some  of  these  programs.   For 
example,  administrative  costs  have  been  charged  to  federal  programs  such 
as  work  study,  national  direct  student  loans  and  Indian  research,  and  to 
auxiliary  enterprises  such  as  Morgan  Hall.   The  charges  have  been  based 
on  the  amount  of  money  available  in  the  case  of  the  federal  programs  and 
an  arbitrary  amount  of  money  in  the  case  of  Morgan  Hall.   None  of  the 
cost  allocations  were  based  on  criteria  which  might  indicate  actual 
expenses  incurred. 

A  number  of  programs  and  enterprises  were  not  charged  administra- 
tive costs.   For  example,  the  Early  Childhood  Education  Program  and  the 
Performance  Based  Education  Program  both  have  federal  provisions  for 
paying  administrative  costs,  but  none  were  assessed.   The  various  aux- 
iliary enterprises  require  a  high  percentage  of  the  business  office 
efforts,  but  the  only  allocated  expense  is  one  individual's  salary, 
which  is  charged  to  Morgan  Hall. 

Failure  to  distribute  these  expenses  results  in  misrepresentation 
of  the  financial  operations  of  the  school  and  the  auxiliary  enterprises. 

RECOMMEmATION 

We  veoorrmend  that  the  ooZlege  dlZoeate  administrative  costs 

to  all  auxiliary  enterprises  and  other  programs  on  an  equitable 

basis. 

Cash  Cut-off 

Business  office  personnel  held  the  cash  receipts  book  open  at 
fiscal  year-end  in  both  July,  1973  and  July,  1974  by  dating  receipts 
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with  a  June  date.   As  a  result,  June  revenue  and  summer  school  deferred 
revenue  and  year-end  cash  were  overstated  for  both  years  as  follows: 

Fiscal  Year  Amount 

June  30,  1973  $36,696 

June  30,  1974  10,083 

The  practice  of  holding  the  books  open  to  accommodate  these  collec- 
tions is  an  improper  accounting  procedure  which  results  in  a  distortion 
of  the  financial  reports.   Douglas  F.  Eigeman  and  Co.,  Certified  Public 
Accountants,  also  took  exception  to  this  procedure  in  their  audit  report 
on  Northern  Montana  College  dated  June  30,  1972.   The  college's  accounting 
records  should  be  closed  at  the  fiscal  year-end  and  any  amounts  collected 
subsequent  to  year-end  should  be  recorded  in  the  following  year. 

RECOMMEND  AT lOI^ 

We  reoorrmend  that  the  college  close  the  cash  receipts  books  at 
fiscal  yeaj>-end. 

Inactive  Accounts 

There  are  numerous  inactive  asset  accounts  maintained  in  the  college's 
general  ledger.   We  identified  22  such  accounts  with  their  accompanying 
credit  entries.   Some  of  these  accounts  have  had  no  activity  since  the 
early  1960's.   For  example,  account  number  5040,  Project  Construction 
Fund  NMC  Fire  Insurance  Clearing  Account,  which  has  been  inactive  since 
1966,  contains  $17,000  in  insurance  proceeds.   The  college  borrowed 
$3,000  from  this  account  for  a  limited  period  of  time,  but  the  original 
purpose  of  the  funds  no  longer  exists  since  the  lost  buildings  are  not 
to  be  replaced.   Pursuant  to  Section  78-1101,  R.C.M.  1947,  this  money 
should  revert  to  the  funds  from  which  the  insurance  premiums  were  paid. 
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A  second  example  of  a  dormant  account  is  account  number  2082, 
Health  Insurance  Reserve.   This  account  balance  of  $382  remains  from  a 
previously  existing  health  insurance  plan.   The  purpose  of  this  account 
and  many  of  the  other  accounts  no  longer  exists,  and  there  is  no  need  to 
incur  the  continuing  expense  of  maintaining  the  accounts.   Remaining 
cash  balances  should  be  evaluated  as  to  their  legitimate  disposal  and 
the  accounts  should  be  closed  accordingly. 

RECOMMEWATION 

We  Teoommend  that  the  college  evaluate  the  balances  remaining  in 

dormant  general  ledger  accounts  and  close  those  accounts  that 

are  no   longer  useful. 

Vault  Record  Storage 

A  continuing  evaluation  of  accounting  record  retention  is  needed. 
Records  in  vault  correspondence  files  are  not  maintained  in  a  systematic 
manner,  and  all  records  stored  in  the  vault  are  overcrowded  by  an  accumu- 
lation of  outdated,  inactive  records.   We  noted  that  almost  half  of  tie 
records  maintained  in  the  vault  date  back  more  than  15  years,  with  some 
records  dating  back  45  years.   This  problem  has  been  mentioned  in  reports 
by  other  auditors.   The  records  should  be  evaluated  for  usefulness,  and 
unneeded  records  should  be  destroyed  or  moved  to  an  inactive  storage 
area.   In  this  regard.  Section  82-3313,  R.C.M.  1947,  governs  the  destruc- 
tion of  records  and  specifies  the  required  procedures. 

RECOMMEmATION 

We  recommend  that  the  college  review  the  records  in  its  custody 
and  dispose  of  those  records  which  are  unneeded. 
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Checks  Written  For  Bookkeeping  Purposes 

The  college  writes  numerous  checks  each  month  on  local  bank  accounts 
to  accomplish  the  recording  of  bookkeeping  entries.   An  estimated  A20 
checks  per  year  are  written  from  Northern  Montana  College  to  Northern 
Montana  College  using  local  bank  accounts.   Most  of  these  checks  are 
deposited  in  the  same  bank  account  they  are  drawn  on.   This  use  of  a 
checking  account  is  inefficient  because  the  check-writing  process  has 
built-in  control  and  procedures  necessary  to  transfer  cash  outside  the 
agency  which  are  not  necessary  for  intra-agency  transactions. 

Checks  should  not  be  used  to  generate  bookkeeping  entries.   Journal 
vouchers  are  more  efficient  for  this  purpose. 

RECOMMENDATION 

VJe  recommend  that  the  college  use  journal  vouchers  to  record 
internal  transactions. 

College  Work  Study  Expense 

College  Work  Study  payments  to  students  are  financed  from  two 
sources.   Eighty  percent  are  paid  from  a  federal  grant,  and  twenty 
percent  are  paid  from  state  appropriated  funds.   The  expenditures  relat- 
ing to  these  payments  are  charged  to  two  departments.   The  state's  share 
of  the  payment  is  charged  to  the  department  receiving  the  benefit  of 
student  work.   In  contrast,  the  federal  share  is  charged  to  a  student 
aid  account  and  is  not  allocated  to  the  departments.   To  provide  full 
disclosure  of  the  expenditures  relating  to  each  department,  the  federal 
portion  of  work  study  salary  expense  should  also  be  charged  to  the 
department.   Current  treatment  of  the  salary  expense  resulted  in  a 
$51,000  understatement  of  departmental  salaries. 
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RECOMMENDATION 

We  veoorrmend  the  ooZlege  allocate  work  study  expendttyres  to  the 
benefited  departments . 

Accrual  of  Expenditures 

It  is  generally  accepted  that  the  financial  activities  of  colleges 
and  universities  are  to  be  recorded  on  the  accrual  basis  of  accounting. 
Under  the  accrual  system,  expenditures  are  recorded  in  the  accounting 
records  at  the  time  valid  obligations  are  created  rather  than  when 
payment  is  made. 

The  college  does  not  uniformly  accrue  all  expenditures.   The  college's 
financial  statements  reflect  accruals  and  encumbrances  of  "state"  appro- 
priated moneys  but  do  not  reflect  all  year-end  accruals  relating  to 
"local  account"  moneys.   The  present  system  of  expenditure  accrual 
complies  with  the  directives  of  the  Department  of  Administration  which 
meet  the  needs  of  SBAS  but  misstates  both  local  and  state  expenditures 
for  the  fiscal  year  ended  June  30,  197A. 

Local  expenditures  not  accrued  in  fiscal  year  1973-7A  included 
local  payroll  amounting  to  approximately  $9,500  and  other  items  where 
goods  and  services  were  received  prior  to  year-end  but  not  paid  until 
after  fiscal  year-end. 

State  expenditures  were  accrued  at  fiscal  year-end  but  many  of  the 
items  included  in  the  financial  statements  as  accrued  expenditures  are 
not  valid  liabilities  of  the  State  of  Montana  and,  accordingly,  should 
not  have  been  presented  as  such.   The  college  reported  $58,588  of  accrued 
expenditures  for  fiscal  year  1973-74  and  $83,533  for  fiscal  year  1972- 
73.  Approximately  $23,000,  or  38%,  of  fiscal  year  1973-74  accruals  and 
$45,000,  or  54%,  of  fiscal  year  1972-73  accruals  were  in  fact  only 
purchase  orders,  not  valid  liabilities  for  the  year  accrued.   Fiscal 
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year  1972-73  expenditures  and  liabilities  were  thereby  overstated  by 
$45,000.   Fiscal  year  1973-74  expenditures  and  liabilities  were  over- 
stated by  $23,000. 

Overstated  expenditures  due  to  the  reporting  of  encumbrances  and 
understated  expenditures  due  to  the  failure  to  record  accruals  for 
"local"  accounts  do  not  necessarily  net  each  other  out  because  the 
overstatements  may  not  be  for  the  same  accounts  or  funds  as  the  under- 
statements. 

RECOMMENDATION 

Vie  reoommend  that  the  college  aeevue  all  year-end  expenditures 

which  are  legal  liabilities^   and  report  purchase  orders  by 

note  disclosure  in  the  financial  statements. 

ACCOUNTING  PRESENTATION 

As  described  earlier,  the  ACE  has  established  a  basic  framework,  of 
fund  categories  to  be  used  in  educational  institution  accounting.  The 
college  has  established  these  fund  categories  in  accordance  with  this 
guideline.  However,  in  several  instances  the  college  records  account 
balances  and  activity  under  fund  categories  where  they  do  not  belong. 
Agency  Funds 

The  college  acts  as  custodian  or  fiscal  agent  for  school  related 
groups  such  as  Western  Club,  Publications  Board,  or  the  Children's 
Theater.  In  this  capacity  the  college  business  office  pays  bills, 
deposits  revenue,  and  performs  other  fiscal  tasks.  These  types  of 
transactions  are  classified  as  agency  fund  transactions  and  are  accounted 
for  separately  from  the  financial  activity  relating  to  the  college 
operation. 
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In  addition  to  the  type  of  accounts  mentioned  above,  the  college 
includes  many  accounts  in  the  agency  funds  which  should  be  included  in 
the  unrestricted  and  restricted  current  fund  categories. 

For  example,  the  college  classifies  student  activity  and  yearbook 
fees  as  agency  funds  rather  than  state  or  public  money.   In  35,  Opinions 
of  the  Attorney  General,  No.  74,  dated  March  20,  197A,  the  Attorney 
General  held  that  this  money  is  public  money.   In  this  regard,  their 
use  is  designated  by  the  school.   Consequently,  they  meet  the  criteria 
for  unrestricted  current  funds. 

Administrative  cost  reimbursement  accounts  also  meet  the  criteria 
for  unrestricted  current  funds.   Income  from  these  accounts  is  used  to 
augment  the  college's  operating  budget.   When  these  amounts  were  recorded 
as  agency  fund  accounts  in  fiscal  year  1973-74,  expenses  of  $2,400  and 
income  of  $6,700  were  omitted  from  the  college  budget.   These  accounts 
had  a  remaining  cash  balance  of  $40,600  at  June  30,  1974,  which  should 
have  been  considered  in  the  college  "educational  and  general"  budget. 
Future  estimated  income  to  these  accounts  should  be  budgeted  and  the 
related  expenditures  should  be  charged  to  the  proper  appropriations. 

In  total,  based  on  our  evaluation  of  the  accounts  and  activity 

classified  under  agency  funds,  the  following  balances  and  activity  did 

not  belong  in  agency  funds  as  of  June  30,  1974. 

Cash,  receivables 

and  Investments     Income    Expenditures 

Unrestricted  current  funds 

improperly  classified  as 

Agency  funds  $  78,950       $  51,008     $  29,617 

Restricted  current  funds 
improperly  classified  as 
Agency  funds  93,868        143,989      159,279 

Total  $172,818       $194,997     $188,896 
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Restricted  Funds 

The  college  has  auxiliary  enterprises  consisting  of  the  student 
union,  the  housing  and  dining  facility,  the  armory  gym,  the  student  and 
faculty  housing,  athletics  and  the  parking  lot.   The  account  balances 
and  transactions  relating  to  these  enterprises  are  recorded  as  restricted 
current  funds.   Auxiliary  enterprises  should  be  considered  unrestricted 
current  funds  and  the  college  should  account  for  them  accordingly. 

The  college  also  records  non-resident  building  fees  under  restricted 
current  funds.   These  accounts  belong  in  the  unrestricted  current  funds. 

RECOMMEWATION 

We  veoommend  that  the  ooZZege  revise  its  aocounting  practices  in 
accordance  with  generally  accepted  accounting  principles  by 
recording  current  fund  account  activity  and  balances  in  the 
proper  fund. 

FINANCIAL  STATEMENTS 

The  college's  financial  statements  do  not  conform  to  generally 
accepted  reporting  standards  in  several  respects.   The  following  items 
were  omitted  from  the  primary  financial  statements  and  should  be  included 
if  disclosure  is  to  be  in  accordance  with  accepted  guidelines. 

1.   Accounting  policies  should  be  described  in  accompanying  foot- 
notes.  They  should  disclose: 

a)  Method  and  timing  of  recognizing  income  and  expenses. 

b)  Method  of  asset  valuation. 

c)  Method  of  costing  inventories  and  a  statement  as  to 
whether  inventories  are  presented  at  the  lower  of 
cost  or  market  value. 

d)  Method  of  investment  valuation. 
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2.  Primary  financial  statements  should  be  separated  from  supple- 
mentary information  and  supplementary  information  should  be 
labeled  as  such. 

3.  A  detailed  description  of  debt  should  be  presented,  i.e.,  (1) 
interest  rate,  (2)  bondholder,  (3)  installment  due  dates  and 
amounts,  and  (4)  reserve  requirements. 

4.  The  financial  report  should  disclose  whether  or  not  the  school 
is  in  compliance  with  bond  indentures.   Pledged  revenues  should 
be  fully  disclosed. 

5.  Retirement  plans  for  college  personnel  should  be  described  and 
the  college's  commitment  should  be  disclosed. 

6.  The  primary  financial  statements  should  include  statements 
of  changes  in  fund  balances.   Currently  included  are 
statements  of  changes  in  cash. 

7.  Deferred  revenue  should  be  separated  from  other  revenue. 

8.  The  primary  financial  statement  footnotes  should  disclose  that 
the  value  of  the  land  for  the  college  campus  is  not  included 
in  the  plant  fund  assets. 

9.  The  financial  statements  should  be  prepared  on  the  accrual 
basis  of  accounting. 

10.  The  primary  financial  statements  should  include  a  statement 
of  changes  in  the  endowment  fund  balance. 

11.  The  primary  financial  statements  should  not  include  a  statement 
of  changes  in  agency  funds. 

RECOMMENDATION 

We  recommend  that  the  college  revise  its  financial  reporting  practices 

in  accordance  with  generally  accepted  guidelines  for  colleges  and 

universities . 
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INTERNAL  CONTROL 

Segregation  of  Duties 

Internal  control  should  allow  safeguarding  the  college's  assets  and 
should  assure  the  reliability  of  the  financial  records.   In  the  interest 
of  efficiency,  various  college  personnel  are  now  assigned  the  full 
responsibility  and  authority  for  carrying  out  transactions  without 
separation  of  duties  sufficient  to  provide  management  control  of  these 
transactions.   Inadequate  separation  of  duties  places  an  individual  in  a 
position  both  to  perpetrate  and  to  conceal  errors  or  irregularities  in 
the  normal  course  of  his  duties.   In  addition  to  jeopardizing  college 
assets,  an  unfair  burden  is  placed  on  the  employee  by  making  him  solely 
responsible  for  the  assets  and  the  records  of  the  assets. 

The  payroll  clerk  is  one  example  of  an  individual  in  this  position. 
The  payroll  clerk  maintains  all  payroll  records,  prepares  the  monthly 
college  payrolls,  receives  the  checks,  records  the  checks,  and  distributes 
checks  to  employees.   Preparation  of  the  payroll  should  be  separated 
from  recording  the  payroll.   Similarly,  checks  should  be  distributed  by 
someone  who  neither  creates  nor  records  payroll  transactions. 

A  second  example  of  weak  internal  control  is  in  student  aid  receipts 
and  disbursements.   The  financial  aid  director  authorizes  financial  aid 
payments  to  students.   These  payments  are  made  by  check  and  are  normally 
distributed  by  the  business  office;  however,  one  week  after  registration 
the  unclaimed  checks  are  given  to  the  financial  aids  office.   Financial 
aid  personnel  state  that  this  is  necessary  to  determine  which  students' 
checks  may  still  be  distributed  and  which  ones  should  be  cancelled. 

The  financial  aids  office  also  receives  student  loan  payments  and 
records  them.   These  checks  are  sometimes  held  in  the  financial  aids 
office  for  several  weeks  before  they  are  turned  over  to  the  business 
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office  for  deposit.   On  October  18,  1974,  a  "batch"  of  forty  (40)  checks 
amounting  to  $1,537  was  deposited  with  the  college  cashier  by  financial 
aid  personnel.   Many  of  the  checks  were  dated  in  late  September,  which 
indicates  they  had  been  held  a  considerable  length  of  time.   Financial 
aid  personnel  state  that  this  practice  provides  a  method  of  recording 
students'  loan  payments.   Neither  the  student  aid  checks  nor  the  loan 
cash  receipts  should  be  handled  by  the  financial  aids  office.   The 
business  office  should  control  all  college  disbursements  and  all  receipts 
of  cash.   Lists  of  unclaimed  checks  and  lists  of  loan  payments  received 
would  provide  the  necessary  input  to  update  financial  aid  records  without 
sacrificing  internal  control. 

Additional  guidelines  which  apply  to  weaknesses  due  to  inadequate 
segregation  of  duties  are  as  follows: 

(1)  Employees  handling  cash  should  not  have  access  to  the 
receipt  or  disbursement  records. 

(2)  '^hange  fund  cash  counts  and  reconciliations  should  be 
periodically  supervised  by  the  treasurer. 

(3)  Access  to  each  cash  drawer  should  be  limited  to  the 
cashier  responsible  for  the  drawer's  contents. 

(4)  Duties  relating  to  preparing  and  mailing  claims  and 
checks  should  be  segregated  from  those  relating  to  the 
recording  in  the  disbursements  journal  and  posting  of  the 
general  ledger. 

(5)  Control  of  student  union  purchasing,  inventory,  sales 
and  records  should  not  be  delegated  to  one  individual. 

These  examples  are  not  all  inclusive  but  are  the  primary  areas 
where  separation  of  duties  will  substantially  improve  internal  control. 


-18- 


RECOMMEWATION 

We  veoommend  that: 

1.  Payroll  oveation^    veoording^    and  distribution  duties 
be  placed  with  separate  employees. 

2.  The  business  office  control  all  cash  disbursement 
checks  and  cash  receipts  for  student  aid. 

3.  Other  employees^  duties  be  segregated  in  a  manner 
which  will  provide  adequate  internal  control. 

Centralized  Receipt  of  Cash 

The  college  does  not  receive  all  cash  through  the  business  office. 
Here  are  some  examples: 

1.  Loan  repayments  are  mailed  directly  to  the  financial  aids 
office,  accumulated  there,  and  turned  over  to  the  business 
office  at  infrequent  intervals. 

2.  The  registrar  collects  application  fees  of  $10  for  each  new 
student  applying  for  admission  to  the  college. 

3.  The  physical  plant  sells  parking  permits  and  remits  the 
collections  to  the  business  office  cashier. 

The  practice  of  decentralized  cash  receipts  collection  reduces 
control  by  allowing  more  people  to  be  involved  in  the  cash  collections 
and  by  lengthening  the  time  lag  between  collection  and  deposit.   The 
college  should  require,  as  a  general  rule,  that  all  payments  be  made  at 
the  business  office.   An  exception  could  be  money  collected  in  conjunc- 
tion with  auxiliary  enterprise  operations. 

RECOMMEmATIO'^ 

We  recommend  the  college  require  that  payments  be  made  at  the 
business  office. 
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Intact  Deposits 

The  college  converts  restrictively  endorsed  checks  to  currency  at 
the  bank  to  replenish  the  business  office  change  fund.   This  is  done  by 
crossing  out  the  restrictive  endorsement  on  the  back  of  checks  and 
writing  "for  change"  on  the  back.   This  practice  is  dangerous  because  it 
encourages  the  bank  to  disregard  the  restrictive  endorsement.   The  use 
of  the  restrictive  endorsement  is  designed  to  prevent  cash  loss  by 
unauthorized  persons  cashing  college  checks.   The  college  should  restric- 
tively endorse  all  checks  and  deposit  cash  intsct.   When  change  is 
needed,  a  check  should  be  written  to  obtain  the  amount  of  change  neces- 
sary . 

RECOMMEWATION 

Ve  reoommend  that  the  college  require  all  cash  receipts  be 
deposited  intact. 

Safekeeping  of  Cash 

The  college  keeps  the  business  office  change  fund  and  drily  cash 
receipts  in  a  locked  file  cabinet  inside  the  business  office  vault.  The 
vault  combination  has  not  been  changed  since  its  installation  over  20 
years  ago.   The  college  vault  combination  is  known  to  four  present 
employees  plus  several  past  employees  of  the  college.   Adequate  control 
of  the  cash  in  the  vault  can  be  maintained  only  by  controlling  access  to 
the  vault.   The  vault  combination  should  be  changed  periodically. 

During  the  workday,  the  keys  to  the  cash  drawers  are  accessible  to 
all  business  office  personnel.   These  keys  also  provide  access  to  the 
balance  of  the  cash  fund  in  the  file  cabinet  inside  the  open  vault. 
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This  easy  access  to  cash  increases  the  risk  of  cash  loss.   Keys  which 
control  access  to  cash  should  be  controlled  to  prevent  unauthorized  use. 

RECOMMENDATIOI^ 

We  reoommend  that  the  college: 

1.  Change  the  safe  oomhination. 

2.  Require  that  cash  safekeeping  facilities  he  property 
secured. 

Cash  Disbursement  Control 

Business  office  personnel  regularly  use  correction  fluid  to  correct 
typing  errors  on  checks.   This  practice  eliminates  the  control  provided 
by  the  control  paper  upon  which  the  check  is  printed.   The  control  paper 
feature  of  checks  allows  easy  detection  of  unauthorized  alteration. 
When  checks  are  altered  by  painting  out  amounts,  payees  and  dates,  and 
retyping  them,  college  and  bank  employees  become  accustomed  to  seeing 
the  alterations  and  cease  questioning  them.   This  situation  increases 
the  possibility  of  unauthorized  check  alterations  being  undetected. 

The  college  does  not  cancel  invoice  documentation  of  the  claims 
submitted  for  approval.   Cancellation  of  such  documentation  would  pre- 
vent re-use  of  the  same  invoice  for  claim  documentation. 

RECOMMENDATION 

We  recommend  that  the  college: 

1.  Void  checks  which  have  errors  and  prohibit  the  issuance  of 
altered  checks. 

2.  Cancel  all  invoices  when  approved  to  prevent  re-use. 


-21- 


Collateralizatlon  of  Local  Bank  Accounts 

Section  79-301,  R.C.M.  1947,  requires  that  banks  receiving  public 
moneys  for  deposit  pledge  securities  as  collateral  in  an  amount  in 
excess  of  the  amount  of  the  deposits.   The  purpose  of  this  provision  is 
to  insure  the  state  against  potential  loss  of  deposited  moneys. 

We  noted  several  instances  when  the  collateral  pledged  as  security 
was  insufficient  to  meet  the  required  amounts  in  two  of  the  local  check- 
ing accounts.   The  deficiencies  ranged  to  $94,158  in  the  larger  checking 
account  and  $71,341  in  the  smaller  checking  account.   The  larger  account 
was  deficient  19  days,  and  the  smaller  account  was  deficient  62  days 
during  fiscal  year  1973-74. 

Ordinarily  the  state  treasurer  is  reponsible  for  ensuring  proper 
collateralizatlon  for  state  moneys  in  banks.   In  the  case  of  the  college, 
however,  the  state  treasurer  is  not  informed  of  the  amount  of  money 
deposited  in  banks.   The  college's  "local"  bank  accounts  are  currently 
outside  the  purview  of  the  state  treasurer;  consequently,  the  treasurer 
has  no  routine  means  of  determining  the  amount  of  money  on  deposit  or 
the  extent  to  which  it  is  collateralized. 

The  statutory  requirement  for  collateralizatlon  pertains  to  all 
public  moneys.   Accordingly,  the  college  should  establish  procedures  to 
ensure  that  its  deposits  are  properly  collateralized. 

RECOMMENDATIOf] 

We  recommend  that  the  oollege  establish  'procedures  to  ensure 
that  college  deposits  in  local  hank  accounts  are  properly 
collateralized  as  required  by  Section  79-301^   R.C.M.    1947. 
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PAYROLL 

Central  Payroll  System 

The  college  currently  is  not  under  the  state  central  payroll  system. 
College  payroll  claims  are  prepared  locally  for  the  four  separate  payrolls 
e£ch  month.   Checks  for  two  of  the  payrolls  are  now  being  processed  in 
Helena  by  the  same  data  processing  and  administrative  systems  which 
handle  the  central  payroll  system  fcr  other  state  agencies.   The  checks 
for  the  other  two  payrolls  are  recorded  manually  in  payroll  registers 
and  are  written  by  hand  an  the  college  business  office. 

Two  of  the  payrolls  are  prepared  at  the  end  of  the  month  for  employees 
receiving  pa3mient  from  state  appropriated  funds;  one  payroll  is  prepared 
for  employees  paid  from  local  programs  and  the  other  payroll  is  prepared 
for  work  study  employees.   Often  an  employee's  wages  come  from  more  than 
one  source  and  consequently  he  may  receive  up  to  three  checks  in  a 
month.   The  separate  payrolls  must  coordinate  employees'  total,  with- 
holding for  income  taxes,  social  security  and  retirement.   The  college 
could  eliminate  payroll  duplication  and  manual  recordkeeping  by  using 
the  state  central  payroll  system.   Additionally,  if  all  payroll  systems 
were  automated,  the  college  could  more  easily  obtain  payroll  management 
information. 

Salaried  employees  are  paid  on  the  last  day  of  each  month  for  work 
performed  during  that  montti.   This  payroll  is  prepared  under  the  assump- 
tion that  all  salaried  employees  will  work  the  entire  month.   Due  to 
employee  time  off  without  pay  and  mid-month  terminations,  this  practice 
can  produce  checks  for  services  not  rendered.   Placing  the  college  on 
central  payroll  would  correct  this  situation  in  that  the  central  payroll 
system  operates  on  an  after-the-fact  basis. 
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The  college  prepares  monthly  checks  for  each  payroll  for  the  amounts 
of  the  federal  and  state  taxes  psyable.   These  checks  are  held  until  the 
quarterly  payments  are  due.  A  similar  procedure  is  followed  in  the 
retirement  programs.   Sending  these  groups  of  checks  to  the  state  and 
the  federal  treasuries  is  unnecessary  and  inefficient.   Additionally,  if 
cash  balances  were  properly  recorded,  these  mcneys  could  be  invested  by 
the  state  until  taxes  are  due.   Bookkeeping  entries  should  enable  the 
college  to  use  one  check  to  make  the  periodic  payments  as  they  become 
due. 

Inefficiencies  currently  in  existence  at  the  college  would  be 
corrected  if  the  college  payrolls  were  placed  on  the  central  payroll 
system.   Our  discussions  with  college  personnel  indicated  that  they  are 
interested  in  using  the  system  and  would  like  to  develop  the  procedures 
necessary  to  make  this  possible.   During  fiscal  year  1973-74,  the  college 
was  contacted  by  personnel  of  the  central  payroll  division  of  the  State 
Auditor's  Office,  and  payroll  division  personnel  were  to  visit  the 
college  to  discuss  the  college's  potential  use  of  the  central  payroll 
system.  This  has  not  been  done. 

Payroll  division  personnel  stated  that  funds  are  now  available  to 
develop  system  modifications  for  the  smaller  units  of  the  university 
system  and  that  tentative  plans  are  to  go  ahead  with  this  development. 

RECOMMENDATION 

We  veoommend  that  the  College  work  with  the  Central  Payroll 

Division  of  the  State  Auditor's  Office  to  develop  modifioations 
of  the  central  payroll  system  to  meet  the  college' s  needs. 
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Personnel  Management 

The  college  personnel  management  system  is  deficient  in  the  follow- 
ing areas: 

1.  The  system  has  no  centralized  personnel  filing  system.   A  file 
for  each  employee  should  include  an  application  for  employment,  an 
employment  document,  authorizations  for  transfer  and  pay  rate  changes,  a 
current  W-4  form,  annual  and  sick  leave  records,  termination  documerta- 
tion,  and  other  correspondence  pertaining  to  the  employee.   Currently 
the  college  does  not  have  these  personnel  records  or  they  are  filed  in 
various  places  in  the  business  office.   To  verify  authorization  for  a 
pay  rate  increase  for  an  employee,  it  is  necessary  to  review  hundreds  of 
memo-authorizations  for  status  changes  because  all  such  authorizations 
are  filed  together  by  date.   This  informal  personnel  status  authorization 
"file"  includes  letters,  memos,  and  scratch  pad  notes,  and  only  certain 
categories  of  employees  are  included  in  tie  file. 

2.  The  college  requires  no  standardized  application  for  employment. 
An  employment  application  should  provide  job  history  and  employment 
inforiTiation  useful  for  evaluation  of  potential  job  applicants.   The 
application  would  also  provide  an  employee's  signature  which  could  be 
used  as  reference  for  W-4  signatures,  time  card  signatures,  and  pay 
check  endorsements.   The  college  should  require  each  prospective  employee 
to  fill  out  an  application  for  employment.   This  application  should  be 
maintained  in  tie  permanent  employee  file. 

RECOMMENDATION 

We  veoorrmend  that  the  oolZege: 

1.  Establish  payroll  files  for  each  college  employee. 

2.  Require  an  application  for  employment  for  each  new  employee. 
2.      Document  authorization  for  employment  status  changes. 
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Employee  Leave  Records 

The  college  maintains  sick  leave  records  for  all  college  employees; 
however,  annual  leave  records  are  not  maintained  for  certain  administra- 
tive employees  who  accrue  and  use  annual  leave.   College  personnel 
explained  that  annual  leave  earned  for  these  administrative  employees  is 
not  recorded  because  the  amount  of  leave  earned  is  not  clearly  established 
by  Board  of  Regents  policy. 

Without  leave  records  the  college  has  little  control  over  the 
actual  leave  an  administrative  employee  may  use.   Employee  leave  balances 
are  a  liability  of  the  state  since  payment  is  made  to  each  terminating 
employee  for  any  unused  leave  balance.   Without  annual  leave  records  the 
college  has  no  objective  basis  for  making  this  payment. 

On  June  30,  1974,  existing  college  leave  records  showed  April  30, 
1974,  leave  balances.   Leave  records  had  not  been  updated  beyond  April  30, 
at  August  24,  1974.   These  non-current  balances  allowed  possible  over- 
use of  leave  by  employees.   Leave  records  should  be  maintained  on  a 
current  bssis. 

RECOMMENDATIOl^i 
^e  vecorrmend: 

1.  That  the  Board  of  Regents  establish  a  policy  velating  to 
leave  eajpned  by  administrative  personnel. 

2.  That  the  college  maintain   leave  records  for  all 
employees. 
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STUDENT  AID 

The  college  financial  aids  office  grants  scholarships  anc  loans  to 
students  selected  in  accordance  with  criteria  set  forth  in  scholarship 
or  loan  agreements.   Student  files  reflect  authorization  for  loan  and 
scholarship  paymerts,  but  the  studerts'  files  do  not  reflect  wher  and  if 
the  authorized  payments  were  made.   Numerous  student  scholarships  and 
loans  granted  during  fiscal  year  1973-74  were  not  accepted  or  received 
by  the  authorized  student  recipients.   However,  because  the  financial 
aids  office  did  not  effectively  follow  up  on  these  unused  scholarships 
and  loans,  these  student  aid  resources  were  not  redistributed. 

The  status  of  all  available  student  aid  should  be  continually 
updated,  and  when  a  student  refuses  a  scholarship  or  loan  the  possibility 
of  awarding  the  aid  to  another  qualified  student  should  be  considered. 

RECOMMENDATION 

\Je  veoommend  that  the  college  develop  follow-up  procedures  to 
determine  the  current  status  of  all  student  aid  resources. 

Fee  Waivers 

Montana  law  provides  for  six  classes  of  student  fee  waivers:  (1) 
Montana  veterans,  (2)  non-resident,  (3)  Indian,  (4)  inmates  of  custodial 
institutions,  (5)  war  orphans,  and  (6)  students  over  62  years  of  age. 
The  college  awarded  $42,791  in  statutory  fee  waivers.   In  addition,  they 
waived  fees  of  $35,260  which  are  not  authorized  by  law  but  by  the  Board 
of  Regents.   The  need  for  statutory  authority  for  all  fee  waivers  has 
been  discussed  in  our  reports  pertaining  to  other  university  units 
(University  of  Montana,  June,  1975;  Eastern  Montana  College,  Jure,  1975) 
and  the  associated  comments  are  valid  here. 
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Montana's  nev-  Constitution  has  raised  questions  of  whether  the 
legislature  or  the  Board  of  Regents  has  authority  to  waive  fees.   Because 
this  issue  raises  constitutional  questions,  we  have  made  no  recommenda- 
tions relating  to  fee  waivers  in  this  report.   Instead,  we  are  requesting 
an  Attorrey  General's  opinion  on  this  subject. 
Deferred  Student  Fees 

In  September,  1972,  the  Board  of  Regents  established  a  policy 
(Board  item  3-004-R1273)  allowing  the  university  units  tC'  defer  the 
payment  of  student  fees.   The  policy  is  intended  to  allow  students  to 
pay  their  fees  over  an  extended  period  rather  than  all  at  once. 

The  board  policy  stipulates  that  (a)  at  least  one-third  (1/3)  of 
the  total  fee  must  be  paid  at  the  time  of  enrollment,  (b)  another  one- 
third  (1/3)  is  to  be  paid  within  30  days,  and  the  final  one-third  (1/3) 
is  to  be  paid  within  60  days  of  errollment.   There  are  a  number  of  areas 
where  weaknesses  exist  in  the  implementation  of  this  policy  by  the 
college. 

The  Board  of  Regents  policy  allowing  the  college  to  defer  fees 
states  that  "an  administrative  charge  shall  be  levied  in  amount  of  $5 
per  quarter."  The  college  has  been  assessing  the  charge  in  accordance 
with  the  board  item,  but  the  m'oneys  generated  have  not  been  transferred 
to  the  state  treasury.   Although  the  sttdent  fees  themselves  are  deposited 
in  the  state  treasury,  the  associated  service  charges  are  not.   Instead, 
money  derived  from  the  service  charges  is  held  in  a  local  bank  account. 
During  fiscal  year  1973-74  the  college  collected  more  than  $1,600  in  $5 
service  fees  from  studerts  on  the  deferred  payment  plan.   The  college 
plans  to  use  this  money  to  offset  bad  debts  of  the  deferred  payment 
program. 


-28- 


The  Board  of  Regents'  intended  use  of  the  administrative  charge 
is  not  clear.   College  officials  should  seek  clarification  from  the 
regents  as  to  whether  the  administrative  charge  is  designed  to  reimburse 
the  business  office  for  expenses  incurred  in  administering  the  deferred 
payment  plan,  or  whether  the  fee  is  intended  to  be  used  to  offset  bad 
debts. 

RECOMMEWATIOI^ 

Ve  recommend  that  the  college  determine  the  proper  use  of  adminis- 
trative charges  for  deferred  fees. 

RECEIVABLES 

The  college  reported  over  $800,000  in  accounts  receivable  at  June 
30,  1974.   These  receivables  were  composed  almost  entirely  of  student 
loans  and  grants  which  had  been  awarded  to  the  college. 
Deferred  Fees  Receivable 

Allowing  deferred  payment  of  fees  is  one  form  of  student  loan. 
Students  who  defer  payment  of  a  portion  of  their  fees  have  incurred  a 
debt  to  the  college;  however,  the  college  does  not  recognize  this  in  its 
records.   At  year-end,  fcr  example,  studerts  had  deferred  $4,000  in 
summer  school  fees.   Also  outstanding  were  $2,100  in  fees  deferred  for 
quarters  prior  to  year-end.   As  a  result,  receivables  were  understated 
by  $6,100  in  the  financial  statements,  revenue  was  understated  by  $4,000, 
and  deferred  reverue  was  understated  by  $2,100. 

RECOMMENDATION 

We  recommend  that  the  college  recognize  all  receivables  and  the 
related  income  in  its  financial  statements. 
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Grant  Receivables 

The  college  records  receivables  relating  to  federal  grants  for 
programs  such  as  Basic  Educational  Opportunity  Grants,  Work  Study, 
National  Direct  Student  Loans,  etc.,  at  the  time  the  avjard  document  is 
received.   An  offsetting  liability  is  also  recorded  at  this  time.   Most 
of  these  amounts  have  not  been  earned  by  the  college  and  are  not  valid 
receivables  under  generally  accepted  accourting  principles.   At  June  30, 
1974,  the  college  balance  sheet  was  inflated  by  approximately  $341,000 
in  invalid  receivables  and  by  the  same  amount  in  offsetting  liabilities. 
These  amounts  are  recorded  on  the  college's  accounting  records  to  aid 
the  college  business  office  in  preparing  the  required  federal  reports 
for  the  programs.   Grant  awards  could  be  recorded  in  memorandum  accounts 
to  aid  federal  report  preparation  but  eliminated  in  preparing  the  college's 
financial  statements. 

RECOMMENDATION 

We  recommend  that  the  college  report  in  its  financial  statements 

accounts  receivable  in  accordance  with  generally  accepted 

accounting  principles. 

Allowance  for  Doubtful  Receivables 

The  college  has  $439,000  in  loans  receivable  from  the  student  aid 
loan  programs.   During  our  audit  we  estimated  that  $31,000  of  these 
receivables  were  past  due  by  a  year  or  more,  or  were  deemed  uncollect- 
ible by  the  college.   The  college  also  reported  receivables  of  $2,557  in 
past  due  board  and  room  and  $558  in  past  due  deferred  fees. 

The  doubtful  nature  of  tlese  receivables  is  not  disclosed  in  the 
college's  financial  stateirents,  and  they  result  in  an  approximate  over- 
statement of  the  college's  assets  of  $34,000.   Additionally,  bad  debt 
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expense  should  be  recognized  when  receivables  are  determined  to  be 
uncollectible.   When  program  restrictions  do  not  permit  writing  off  the 
bad  debts,  a  reserve  for  doubtful  accounts  should  be  established. 

RECOMMENDATION 

We  recommend  that  the  college  establish  an  allowance  for  doubt- 
ful accounts  and  recognize  the  had  debt  expense  related  to 
uncollectible  receivables. 

Control  of  Notes  Receivable 

The  original  student  loan  notes  are  kept  in  the  vault  in  the  busi- 
ness office.   The  notes  are  in  an  unlocked  file  accessible  to  all  business 
office  employees,  including  those  employees  who  receive  the  loan  payments 
and  post  the  loan  ledgers.   This  internal  control  weakness  could  allow 
an  employee  to  receive  a  loan  payment,  keep  it  for  himself,  and  record 
it  in  the  college  loan  records  without  the  borrower  or  the  college 
discovering  it. 

The  vault  is  a  logical  place  to  protect  the  notes,  but  they  should 
be  kept  in  a  locked  file  cabinet  with  access  available  only  to  employees 
of  the  financial  aids  office. 

RECOMMENDATION 

We  recommend  that  the  college  secure  student  loan  notes  and  grant 
access  only  to  employees  of  the  financial  aids  office. 
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PLANT,  PROPERTY  AND  EQUIPMENT 
Physical  Inventory 

The  college  last  took  a  physical  inventory  of  fixed  assets  in  1959. 
A  perpetual  inventory  has  been  maintained  since  that  time.   Net  addi- 
tions to  the  inventory  for  fiscal  year  1973-74  were  $192,000,  which 
brought  the  total  book  value  of  the  college's  fixed  assets  to  $11,440,185. 

The  purpose  of  recording  general  fixed  assets  is  primarily  the  need 
for  stewardship  in  providing  for  physical  and  dollar  value  control  and 
secondarily  for  an  accountability  for  general  government  capital  expendi- 
tures over  the  years.   Carrying  out  the  primary  purpose  of  fixed  asset 
records  stated  above,  the  college  has  carefully  maintained  the  perpetual 
inventory  records  to  permit  management  and  dollar  value  controls.   A  second- 
ary purpose  requires  a  physical  verification  of  the  existence  of  the  college 
assets.   The  significant  total  value  of  the  assets  and  the  large  amount 
spent  annually  dictates  that  a  physical  inventory  should  be  taken  at  least 
every  two  years. 

It  has  been  more  than  15  years  since  the  college  last  used  a  physi- 
cal inventory  to  prove  the  accountability  for  fixed  assets.   The  college 
should  take  a  physical  inventory  of  all  assets. 
Equipment  Identification 

During  our  tests  of  the  perpetual  inventory  it  was  difficult  to 
identify  specific  pieces  of  equipment  and  scientific  apparatus  because 
the  generic  nomenclature  used  on  the  inventory  listings  frequently 
applied  to  more  than  one  item.   Identification  tags  or  marking  tapes  are 
necessary  to  facilitate  taking  a  physical  inventory.   Such  tags  are 
currently  not  used  at  the  college. 
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RECOMMENDATION 

Ve  ■peoommend  that  the  college: 

1.  Take  a  peviodic  physical  inventory  of  fixed  assets. 

2.  Provide  for  the  placement  of  an  identification  tag 
on  all  equipment. 

Lease-Purchase  Agreements 

In  1967  the  college  student  union  bowling  alley  bought  pinsetters 
on  a  lease-purchase  agreement,  with  payment  based  on  the  number  of  lines 
bowled  and  with  the  total  cost  to  be  $33,953.   The  final  payment  was 
made  in  1974.   All  indications  are  that  at  the  time  of  acquisition  the 
intention  was  to  purchase  the  pinsetters.   Generally  accepted  accounting 
principles  prescribe  that  assets  acquired  under  lease-purchase  agreements, 
which  are  used  as  a  method  of  purchase  financing,  should  be  recognized 
at  full  value  in  the  accounting  records,  with  accompanying  recognition 
of  a  liability  for  the  unpaid  amount.   This  was  not  done  in  the  instance 
of  the  bowling  pinsetters. 

RECOMMENDATION 

We  recommend  that  the  college  disclose  the  acquisition  of  assets 

through  lease -purchase  arrangements  in  its  accounting  records 

and  financial  statements. 

Construction  in  Progress 

At  the  end  of  each  fiscal  year  during  the  construction  of  the  new 
women's  dormitory,  the  expenditures  for  construction  were  capitalized  in 
the  building  and  equipment  accounts.   This  is  the  standard  method  of 
recording  construction  in  progress  by  the  college.   Construction  in 
progress  is  thereby  given  the  value  of  a  completed  and  existing  asset 
and  there  is  no  disclosure  of  the  contingencies  accompanying  building 
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construction.   Assets  under  construction  shculd  be  reported  as  such 
until  the  nev  buildings  are  completed,  inspected,  and  accepted. 

The  college  uses  an  entry  to  a  "reserve  for  investment  in  fixed 
assets"  as  the  offsetting  equity  ertry  for  construction  in  progress 
assets.   At  June  30,  1974,  there  was  $945,000  recorded  in  this  account, 
although  all  but  one  small  project  was  completed  prior  to  that  date. 
The  proper  offsetting  entry  for  construction  in  progress  would  be  a 
credit  to  "investment  in  plant." 

RECOMMENDATION 

We  vecommend  that  assets  undev  oonstruotion  be  veoovded  in  a 

"aonstruotion  in  progress"  account  with  an  offsetting  entry 

tc   "investment  in  plant." 

PERMANEN1  RECORDS 

It  is  general  practice  at  the  college  tc  make  corrections  in  the 
permanent  records,  such  as  the  general  ledger,  using  ink  eradicator  to 
remove  the  initial  entry  before  replacing  it  with  the  correct  entry. 
This  is  done  to  save  time  in  correcting  clericfl  errors.   As  a  result, 
the  correcting  entries  cannot  be  relied  upon  because  there  is  no  way  to 
determine  the  source  or  basis  for  the  entry.   This  creates  the  following 
probleirs  in  using  the  records: 

1)  Audited  records  cannot  be  relied  upon  at  a  future  date  because 
the  time  of  the  correction  cannot  be  determined. 

2)  Accounting  personnel  are  unable  to  trace  offsetting  error 
corrections. 

3)  The  accounting  records  do  not  reflect  all  transactions  so 
the  possibility  for  misuse  of  funds  is  increased. 
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The  college  should  make  correcting  entries  in  a  manner  that  will 
allow  tracing  the  corrections.   For  a  posting  error,  this  could  be 
accomplished  by  drawing  a  line  through  the  improper  amount  and  initial- 
ing it.   For  other  corrections,  reversing  entries  should  be  prepared. 

RECOMMEWATION 

]fJe  recommend  that  the  coltege  estahti-sh  a  'pvooedure  for  making 

correcting  entries  in  a  manner  that  wilt  allow  tracing  the 

corrections. 

FINAL  COMMENTS 

We  have  reviewed  the  comments  and  recommendations  contained  in  this 
report  with  the  President  of  Northern  Montana  College  and  the  Commissioner 
of  Higher  Education.   The  full  text  of  the  college's  response  is  in- 
cluded on  page  47  of  this  report. 

This  is  one  of  seven  audit  reports  on  the  Montana  university  system 
units  and  the  Office  of  the  Commissioner  of  Higher  Education.   As  is  the 
case  with  audit  reports  previously  published,  some  findings  and  recom- 
mendations in  the  report  have  system-wide  implications.   Implementation 
of  some  recommendations  should  be  initiated  by  the  Board  of  Regents. 
Other  recommendations  require  the  college's  working  in  cooperation  with 

various  state  agencies.   College  officials  have  indicated  that  they  will 

work  in  cooperation  with  the  Board  of  Regents  and  other  state  agencies 

to  resolve  these  issues. 

We  wish  to  express  our  appreciation  to  the  college's  and  commissioner's 

office  employees  for  their  cooperation. 
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FINANCIAL  STATEMENTS 
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46,920.94**      $  61,396.52 


NORTHERN  MONTANA  COLLEGE  ^ 

SUMMARY  OF  CHANGES  IN  PLANT  FUNDS  CASH 
FOR  THE  YEAR  ENDED  JUNE  30,  1974 

Balance  July  1,  1973 

Unexpended  Plant  Funds  g  -,,  ,^^  ^„^ 

Retirement  of  Indebtedness  ,  /^.^H 

Funds 

Receipts 

For  Unexpended  Plant  Funds 
From: 

1.  Non-Resident  Building 

Fees 

a.  Fee  Collections 

Transferred         $   2,649.50 

b.  Interest  on  In- 

vestment 2,175.14   $  4,824.64 

2.  Return  to  Fire  Ins. 

Clearance  Acct.  of 
Advance  to  Parking 

^       o  ..^°''     .  3,000.00      7,824.64 

For  Retirement  of  Indebtedness 

From: 

3.  Earnings  on  Investments  41  406.21 

4.  Earnings,  Other 

a.  Armory-Gymnasium        67,464.28 

b.  Housing  &  Dining 
System  170,604.27    238,068.55 


From  Bond  Discount 

Payable  254.57 


279,729.23 

287,553.87 


Total  Receipts 

Total  Funds  Available  for  Expenditures  $348  95c  39 

Expenditures 

From  Unexpended  Plant  Funds  For: 

1.  Net  Increase  in  Investments  4  072  10 
From  Retirement  of  Indebtedness  ' 

For: 

2.  Net  Increase  in  Investments  55  684.63 

3.  Debt  Service  on  Bond  & 

Payable 

a.  Principal  58,000.00 

b.  Int.  &  Premium       116,220.87    174,220.87 

4.  Costs  of  Investment  3  9^ 


229,909.46 


Total  Expenditures 


233,981.56 


Balance  in  Plant  Funds  June  30,  1974 

Unexpended  Plant  Fund  ^  18,228.12*** 

Retirement  of  Indebtedness  Funds  96,740.71**** 


$114,968.84 
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EXHIBIT  G  (Cont.) 


Schedule  VIII  -  Summary  of  Changes  in  Plant  Funds  June  30,  1974  -  Continued 

'■^^Not  including  investments  of  $  33,942.66 

**Not  including  investments  of  504,433.18 

***Not  including  investments  of  38,014.76 

tA*ycNot  including  investments  of  560,117.81 

Identification  of  Earnings  on  Retirement  of 
Indebtedness  Funds  and  Debt  Service 


Armory -Gymnasium 
Housing  &  Dining  System 


Earnings  on 

Investments 

$   6,224.70 

35,181.51 


Debt  Service 


Interest 
$  11,279.00 
104,941.87 


?  41,406.21   $116,220.87 


Principal 

$  17,000.00 

41,000.00 

$  58,000.00 


Detail  of  Debt  Service 


Armo  r y-Gymna  s  ium , 

Series 

B  Bonds 

Housing  &  Dining 

System, 

Bonds 

of 

1972, 

Series 

A, 

3% 

Housing  &  Dining 

System, 

Bonds 

of 

1972, 

Series 

B, 

2-3/4% 

Housing  &  Dining 

System, 

Bonds 

of 

1972, 

Series 

c. 

2-7/8% 

Housing  &  Dining 

System, 

Bonds 

of 

1972, 

Series 

D, 

2-7/8% 

Housing  &  Dining 

System, 

Bonds 

of 

1972, 

Series 

E, 

3-1/8% 

Housing  &  Dining 

System, 

Bonds 

of 

1972, 

Series 

F, 

3-3/8% 

Housing  &  Dining 

System, 

Bonds 

of 

1972, 

Series 

G, 

3-1/2% 

Housing  &  Dining 

System, 

Bonds 

of 

1972, 

Series 

H, 

3% 

11,279.00 
5,715.00 
9,776.25 
4,973.75 
5,563.12 
8,203.12 

11,390.63 
4,480.00 

54,840.00 


17,000.00 
5,000.00 

11,000.00 
4,000.00 
5,000.00 
7,000.00 
7,000.00 
2,000.00 


?116, 220.87    $  58,000.00 
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AGENCY  REPLY 


NORTHERN  MONTANA  COLLEGE 


Montana  University  System 
HAVRE    59501 


OFFICE  OF  THE  PRESIDENT 


June  6,    1975 


JUN     9  1975 
MON:Ar;A  legislative  auditor 


Mr.  Morris  L.  Brusett 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59501 

Dear  Mr,  Brusett: 


Attached  is  the  response  of  Northern  Montana  College  to  the 
report  of  the  recently  completed  audit  of  the  college, 

Lorraine  joins  me  in  expressing  appreciation  to  the  members 
of  your  staff  for  the  manner  in  which  the  audit  was  conducted, 
Ellen  Feaver,  Charles  Avery,  and  Wayne  Kedish  acted  at  all  times 
with  complete  professionalism  and  caused  as  little  inconvenience 
as  possible  to  members  of  our  staff,  I  am  sure  the  college  will 
benefit  from  the  results  of  their  efforts. 

As  you  know,  June  30  is  the  final  day  of  my  employment.   As  a 
result,  I  plan  to  spend  the  previous  weekend  in  moving  to  Missoula. 
I  would  therefore  greatly  appreciate  your  scheduling  our  appearance 
before  the  committee  at  some  time  later  than  8:00  a.m.  in  order 
that  I  can  drive  from  Missoula  on  Monday  morning. 

Sincerely, 


CROW"~" 
resident 

Enc. 
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NORTHERN     MONTANA     COLLEGE     IS     A     UNIT     OF     THE     MONTANA     UNIVERSITY     SYSTEM,      THE     OTHER     COMPONENT      INSTITUTIONS     OF     WHICH      ARE      UNIVERSITY      OF 
MONTANA      AT      MISSOULA.       MONTANA      STATE      UNIVERSITY      AT      BOZEMAN.       MONTANA      COLLEGE      OF      MINERAL      SCIENCE      AND      TECHNOLOGY      AT       BUTTE.       WESTERN 

MONTANA    COLLEGE    AT    DILLON,     AND    EASTERN    MONTANA    COLLEGE    AT    BILLINGS 


i»$^B.2 


NORTHERN  MONTANA  COLLEGE  '       '    '  -  ^-^ 


RESPONSE   TO  AUDIT  REPORT 


Jj'N  0  1975 


MOW. 


For  Year  Ending  June  30,  1974        '^'^^    ^-^'^*-AflVE  AUDITOR 


AUDIT  RECOMMENDATION  (page  6) 

That  representatives  of  the  university  system  work  with  the  Depart- 
ment of  Administration  to  develop  an  accounting  system  to  satisfy 
legislative  and  university  requirements. 

RESPONSE 

Northern  Montana  College  is  willing  to  work  with  others  to  develop 

and  revise  the  accounting  system.   It  is  our  understanding  that  the 

Office  of  The  Commissioner  of  Higher  Education  is  actively  pursuing 

possibilities  of  developing  an  accounting  system  to  satisfy  legislative 

and  university  requirements. 

AUDIT  RECOMMENDATION  (page  7) 
That  the  college: 

1.  Deposit  all  moneys  in  the  state  treasury. 

2.  Utilize  the  investment  services  of  the  Board  of  Investments. 
RESPONSE 

The  college  will  deposit  all  moneys  in  the  state  treasury  as  it  is 
determined  they  should  be  deposited  (as  the  proposed  university 
accounting  system  facilitates  such  deposits). 

The  college  is  willing  to  utilize  the  investment  services  of  the 
Board  of  Investments  and  has  shown  its  willingness  by  converting 
certain  investments  as  they  matured  to  those  managed  by  the  Board 
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of  Investments.   However,  there  are  circumstances  when  certain 
donors  request  investment  in  certain  issues.   Two  of  our  current 
investments  are  of  this  type.   (Booster  Club  funds  of  $8,825  are 
invested  in  Citizens  Bank  Time  Savings  Certificates.   The  AAUW 
organization  asked  that  its  $1,600  contribution  (interest  for 
scholarship)  be  invested  in  a  certificate  with  a  maturity  of  four 
years.)  Attempts  will  be  made  to  convince  donors  that  the  Board 
of  Investments  should  be  used. 

The  remaining  investments  with  returns  ranging  from  4%%  on  a 
$2,000  certificate  to  8%  on  a  U,  S.  Note  have  been  held  for 
periods  of  time  predating  existence  of  the  Board  of  Investments 
and  if  redeemed  prior  to  maturities  would  result  in  losses. 
Of  the  $83,700  invested  on  June  30,  1974,  $31,825  is  currently 
held  outside  of  the  Board  of  Investments. 

AUDIT  RECOMMENDATION  (page  8) 

That  the  college  allocate  administrative  costs  to  all  auxiliary 
enterprises  and  other  programs  on  an  equitable  basis. 

RESPONSE 

The  college  will  determine  immediately  an  equitable  basis  for 

allocating  administrative  costs  to  auxiliary  enterprises  and  other 

programs. 
AUDIT  RECOMMENDATION  (page  9) 

That  the  college  close  the  cash  receipt  books  at  fiscal  year  end. 
RESPONSE 

We  concur  in  this  recommendation. 
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AUDIT  RECOMMENDATION  (page  10) 

That  the  college  evaluate  the  balances  remaining  in  dormant  general 
ledger  accounts  and  close  those  accounts  that  are  no  longer  useful. 

RESPONSE 

A  few  of  the  balances  remaining  in  dormant  general  ledger  accounts 

have  been  closed  and  those  remaining  that  are  no  longer  useful  will 

be  terminated. 

AUDIT  RECOMMENDATION  (page  10) 

That  the  college  review  the  records  in  its  custody  and  dispose  of 
those  records  which  are  unneeded. 

RESPONSE 

As  staff  becomes  available,  the  records  will  be  reviewed  and  disposed 

of. 
AUDIT  RECOMMENDATION  (page  11) 

That  the  college  use  journal  vouchers  to  record  internal  transactions, 
RESPONSE 

The  use  of  subsidiary  journal  vouchers  which  will  be  incorporated 

monthly  into  the  accounting  system  has  been  initiated. 

AUDIT  RECOMMENDATION  (page  12) 

That  the  college  allocate  work  study  expenditures  to  the  benefited 
departments . 

RESPONSE 

Allocation  of  the  federally  funded  work  study  expenditures  to  the 
benefited  departments  would  result  in  a  complex  accounting  for  co- 
mingled  funds  and  the  resulting  financial  statements  would  lose 
meanings  insofar  as  identity  of  expenses  from  state  appropriated 
sources.   Our  records  do  indicate  the  portion  paid  work- study 
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participants  from  appropriated  and  other  college  funds  (by  identified 
object  cost  account  numbers).   The  information  could  be  footnoted. 
Note  that  work-study  students  work  not  only  for  state  appropriated 
programs  but  also  work  for  auxiliary  enterprises,  student  activities 
(such  as  student  union  board),  and  others.   Also,  some  of  the  federal 
funds  expended  are  used  as  matching  for  other  public  agencies  so  that 
the  salaries,  as  such,  do  not  appear  in  any  college  cost  accounts. 

AUDIT  RECOMMENDATION  (page  13) 

That  the  college  accrue  all  year-end  expenditures  which  are  legal 
liabilities,  and  report  purchase  orders  by  note  disclosure  in  the 
financial  statements. 

RESPONSE 

We  do  not  feel  that  it  is  possible  unless  there  is  a  change  in  the 
accounting  system  to  handle  accruals  for  state  funds  in  any  other 
manner  than  it  has  been  done  since  the  SBAS  system  was  established. 
If  purchase  orders  were  incorporated  in  the  system  as  expenditures 
in  the  year  paid,  there  would  be  a  system  of  accounting  for  pay- 
ments arising  out  of  appropriations  for  different  years.   Currently, 
to  retain  the  funds  for  payment  of  expenditures  all  potential  liabilities 
must  be  accrued. 

The  report  mentions  $83,533  accrued  for  fiscal  year  1972-73. 
Actual  expenditures  against  the  accruals  were  made  in  1973-74 
of  $80,256.   An  additional  $558  was  established  for  accruals  that 
had  been  missed.   The  net  difference  was  an  overstatement  of 
expenditures  of  $2,719  for  1972-73.   The  reduction  in  accruals 
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resulted  from  items  such  as  discounts  taken,  overestimates  of 
services,  and  cancellations  of  items  on  purchase  orders. 
However,  the  savings  were  returned  in  this  particular  year  to  the 
general  fund  ($1,213),  millage  fund  ($1,008),  and  earmarked 
revenue  fund  ($491).   If  the  purchase  orders  had  not  been  included, 
expenditures  would  have  been  understated  on  legislative  reports. 
Any  1974  accruals  cancelled  after  July  1,  1974,  are  returned  to 
the  general  fund.  We  do  attempt  to  keep  outstanding  purchase 
orders  to  a  minimum  and  begin  attempts  well  in  advance  of  the  close 
of  the  year  to  obtain  billings  so  they  will  not  be  carried  forward 
as  accruals. 

Local  expenditures  can  be  accrued  fully  but  more  accounting  help 
will  be  necessary. 

AUDIT  RECOMMENDATION  (page  15) 

That  the  college  revise  its  accounting  practices  in  accordance 
with  generally  accepted  accounting  principles  by  recording  current 
fund  account  activity  and  balances  in  the  proper  fund. 

RESPONSE 

We  will  record  auxiliary  enterprises  as  directed  but  we  do  not 

agree  that  the  housing  and  dining  system  is  unrestricted.  All 

earnings  are  pledged  for  repayment  of  debt  resulting  from 

constructing  the  facilities  and  so  earnings  are  restricted  for 

that  purpose, 

AUDIT  RECOMMENDATION  (page  16) 

That  the  college  revise  its  financial  reporting  practices  in 
accordance  with  generally  accepted  guidelines  for  colleges 
and  universities. 

RESPONSE 

Items  currently  omitted  from  statements  as  outlined  here  will  be 
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incorporated  into  the  annual  financial  statements. 

AUDIT  RECOMMENDATION  (page  19) 
That: 

1.  Payroll  creation,  recording,  and  distribution  duties 
be  placed  with  separate  employees. 

2.  The  business  office  control  all  cash  disbursement 
checks  and  cash  receipts  for  student  aid. 

3.  Other  employees'  duties  be  segregated  in  a  manner 
which  will  provide  adequate  internal  control. 

RESPONSE 

We  concur  in  the  recommendations  and  will  comply  with  them. 

AUDIT  RECOMMENDATION  (page  19) 

That  the  college  require  payments  be  made  at  the  business 
office. 

RESPONSE 

We  are  initiating  or  have  initiated  methods  to  comply  with 

the  recommendations  pertaining  to  centralized  receipt  of  cash. 

AUDIT  RECOMMENDATION  (page  20) 

That  the  college  require  all  cash  receipts  be  deposited  intact. 

RESPONSE 

We  will  concur  in  the  recommendation.   The  change  fund  held  in 
the  business  office  has  been  increased  to  lessen  the  need  for 
constant  and  almost  daily  additional  change  for  average  daily 
transactions.   The  use  of  checks  for  change  has  been  initiated. 

AUDIT  RECOMMENDATION  (page  21) 
That  the  college: 

1.  Change  the  safe  combination. 

2.  Require  that  each  safekeeping  facility  be  properly  secured. 
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RESPONSE 

1.  The  safe  combination  has  been  changed. 

2.  Personnel  have  been  instructed  to  retain  personal  control 
of  keys  issued  to  them. 

AUDIT  RECOMMENDATION  (page  21) 
That  the  college: 

1.  Void  checks  which  have  errors  and  prohibit  the  issuance 
of  altered  checks. 

2.  Check  all  invoices  when  approved  to  prevent  re-use. 
RESPONSE 

These  recommendations  have  been  complied  with. 

AUDIT  RECOMMENDATION  (page  22) 

That  the  college  establish  procedures  to  ensure  that  college 
deposits  in  local  bank  accounts  are  properly  collateralized 
as  required  by  Section  79-301,  R.C.M.  1947. 

RESPONSE 

Communications  will  be  established  with  the  State  Treasury  to 
insure  that  information  regarding  collaterization  is  timely. 

AUDIT  RECOMMENDATION  (page  24) 

That  the  College  work  with  the  Central  Payroll  Division  of 
the  State  Auditor's  Office  to  develop  modifications  of  the 
central  payroll  system  to  meet  the  college's  needs. 

RESPONSE 

Actually  it  was  in  May  1972  that  we  were  informed  that  the 

Centralized  Payroll  representatives  would  be  working  with  us 

by  December  1972  on  centralized  payroll.   We  will  be  glad  to 

cooperate  with  the  Central  Payroll  Division  of  the  State 

Auditor's  Office. 
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AUDIT  RECOMMENDATIONS  (page  25) 
That  the  college: 

1.  Establish  payroll  files  for  each  college  employee, 

2.  Require  an  application  for  employment  for  each  new  employee, 

3.  Document  authorization  for  employment  status  changes, 
RESPONSE 

1.  Attempts  are  being  made  to  initiate  standard  forms  and 
appropriate  files  for  each  college  employee.   The  difficulty 
in  complying  with  the  recommendations  lies  in  the  shortage  of 
employees  to  initiate  and  maintain  the  recommended  procedures, 

2.  The  standard  state  application  form  has  been  required  for 
each  employee. 

3.  Standard  authorizations  for  employee  status  changes  will  be 
initiated. 

AUDIT  RECOMMENDATION  (Page  26) 

1,  That  the  Board  of  Regents  establish  a  policy  relating  to 
leave  earned  by  administrative  personnel. 

2.  That  the  college  maintain  leave  records  for  all  employees, 
RESPONSE 

1.  We  will  concur  in  the  recommendation. 

2.  Additional  efforts  will  be  made  to  maintain  leave  records 
for  all  employees, 

AUDIT  RECOMMENDATION  (page  27) 

That  the  college  develop  follow-up  procedures  to  determine  the 
current  status  of  all  student  aid  resources. 

RESPONSE 

Procedures  have  been  initiated  to  assure  that  student  files 

reflect  whether  or  not  authorized  payments  for  scholarships 
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and  loans  have  been  made  or  in  cases  where  such  payments  have  not  been 
made  the  reason  will  be  noted  in  the  student's  file.   In  certain  cases 
payments  cannot  be  made  to  alternate  students  because  of  certain  in- 
structions by  the  donor. 

AUDIT  RECOMMENDATION  (page  29) 

That  the  college  determine  the  proper  use  of  administrative  charges  for 
deferred  fees. 

RESPONSE 

The  proper  use  of  these  fees  will  be  determined. 

AUDIT  RECOMMENDATION  (page  29) 

That  the  college  recognize  all  receivables  and  the  related  income  in  its 
financial  statements, 

RESPONSE 

We  will  comply  with  the  recommendation. 

AUDIT  RECOMMENDATION  (page  30) 

That  the  college  report  in  its  financial  statements  accounts  receivable 
in  accordance  with  generally  accepted  accounting  principles. 

RESPONSE 

We  will  comply  with  the  recommendation.  However,  the  federal  grants  have 
been  recorded  in  the  accounting  records  not  primarily  to  aid  in  preparing 
required  federal  reports  but  to  control  the  specialized  funding  resulting 
from  grants,  which  must  be  administered  according  to  accounting  methods 
outlined  by  federal  directives. 

AUDIT  RECOMMENDATION  (page  31) 

That  the  college  establish  an  allowance  for  doubtful  accounts  and 
recognize  the  bad  debt  expense  related  to  uncollectible  receivables. 

RESPONSE 

We  will  comply  with  this  directive. 

AUDIT  RECOMMENDATION  (page  31) 

That  the  college  secure  student  loan  notes  and  grant  access  only  to 
employees  of  the  financial  aids  office. 
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RESPONSE 

A  new  system  will  be  set  up  to  comply  with  this  recommendation. 

AUDIT  RECOMMENDATION  (page  33) 
That  the  college: 

1.  Take  a  periodic  physical  inventory  of  fixed  assets. 

2.  Provide  for  the  placement  of  an  identification  tag  on  all 
equipment, 

RESPONSE 

We  will  comply  with  this  recommendation  as  funds  and  personnel  become 

available. 

AUDIT  RECOMMENDATION  (page  33) 

That  the  college  disclose  the  acquisition  of  assets  through  lease- 
purchase  arrangements  in  its  accounting  records  and  financial 
statements. 

RESPONSE 

We  will  comply  with  this  recommendation  if  we  should  have  future 

purchases  of  this  type. 

AUDIT  RECOMMENDATION  (page  34) 

That  assets  under  construction  be  recorded  in  a  "construction  in 
progress"  account  with  an  offsetting  entry  to  "investment  in  plant." 

RESPONSE 

The  balance  of  $945,000  in  "reserve  for  investment  in  fixed  assets" 
is  the  total  of  all  expenditures  of  state  appropriated  funds  ad- 
ministered by  the  Division  of  Architecture  and  Engineering  since  1970. 
This  account  was  established  to  retain  identity  of  such  expenditures. 
When  the  women's  dormitory  and  food  service  were  completed,  the 
total  of  such  expenditures  were  transferred  to  "investment  in  plant". 
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as  federal  loan  funds  had  been  used  for  such  construction. 

This  account  can  be  eliminated  in  the  manner  recommended  in  the  report, 

AUDIT  RECOMMENDATION  (page  35) 

That  the  college  establish  a  procedure  for  making  correcting  entries 

in  a  manner  that  will  allow  tracing  the  corrections. 
RESPONSE 

The  college  is  complying  with  the  recommendation. 
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